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8 2Q focus on restructuring, margin improvement

B Estimates (Deg)

_Discpvery Holding Co-A

Cox closed, 2Q focus on
restructuring

Discovery Communications (Discovery) announced May 17 that it will close its 103
retail stores by 3Q07. Instead the company will focus on increasing its partnerships
with large retailers and improving its e-commerce platform. The stores are
estimated to have annual revenues of $130mn with an operating loss of ~$30mn,
Discovery recorded an $11mn restructuring charge in 1Q and we anlicipate further
charges as Discovery reaiigns and restructures its business segments.

While CEC David Zaslav has indicated that he intends to reinvest cost savings
derived from headcount reduclions into more eriginal programming and higher
marketing spenc, we believe there is also an opporiunity to improve the company’s
margins. Consolidated Discovery margins of 30% lag industry peers, eg Viacom,
Disney, Rainbow, by 300 to 1500bps. Since beginning his tenure, Mr. Zaslav has
announced the elimination of over 1,300 positions or more than 25% of the
company's total workforce.

Cox transaction closed, next steps?

On May 14, Discovery compleied its previously announced transaction with Cox
Communications, in which Cox redeemed its 25% interest in Discovery for $1.28bn
in cash and 100% of the interest in the Travel Channel (est value $880mn-1.1bn)
ang Travel Channel.com. Discovery Holdings Company (DHC) now owns 66.7% of
Discovery and Advance/Newhouse (A/N) holds the remaining 33% stake. We
articipate the Cox deal will resuit in greater investor transparency, as, in our view,
the Jack of information at DHC remains a negative for the stock, The Cox
transaction may also increase the lkelihood that A/N contributes its post-closing
33% interest in Discovery inlo publicly traded DHC or, atternatively, exits Discovery
in a similar fashion as Cox, which could be a material positive for DHC.

{Us$) 2005A  2006A  2007E  2008E  2009E
EPS 010 (0.16) 0.38 049 062
GAAPEPS 010 (0.16) 0.38 049 062
EPS Change (YoY) -56.3% M NM 289%  265%
Consensus EPS {First Call: 31-may-2007) 0.30 040 054
Dividend Rate 0 0 0 0 0
EPS (DISCB - USS) 0.10 0.18) 0.38 049 082
Dividend Rate (DISCB - USY) a o] Q 0 [

Vaiygtion [Dec) s ,
20054  2008A  2007E 2008 2008E

PIE 282 NM 627 48 6x 384x
GRAPPIE 2382 NM 62.7x 486x 38.4x
Dividend Yield % 0% 9% 0% 0%
EV/EBITDA* 832 NM 98.5x 98.6x 95.7x
Free Gash Flow Yigid® 1% -1.6% 0% 012% 0.3%

* Far fulldefintians of i thoud™ measwins, soe pags 7.

have a conflict of Interest that could affect the ob)

Earn\ngsllfrev\ew NEUTRA\.

Bl stockDon
Price (NAS f NAS) US323.82/Us$23.83
Investment Opinion C-29/C 29
Volatility Risk HIGH / HIGH
52-Week Range USS12.81-24.70
Market Value {mn) US36,675
Shares Outsianding {mn) 280212802
ML Symbol / Exchange DISCA I NAS
ML Symbol/ Exchange DISCB { NAS
Bloomberg / Reulers DISCA US| DISCA.O
ROE {2007E) 3%
Total bt io Cap (Dec-20064) 0%
Est. 5-Yr EPS / DPS Growth NA 0%

2006 2007

= Discovery Hoid — $&P 500 INDEX

Quarterly Eamings Estimates

2006 2007
o1 0.04A 007A
Q2 0.054 009
ad D2A 210E
o4 0.024 D12E

Merrill Lynch does and seeks to do business with comR;nles covered in Its rasearch reports. As a result, investors should be aware that the firm may

of this report. Investors shouid consider this report as only a single factor in making their

investment decision. Customers of Merrill Lynch in the US can receive independent, third-party research on companies covared In this report, at no cost
to them, If such research g avalfable. Customers can access thls independent research at hitp:/fwww.ml.com/indapendentresearch or can call 1-800-637-

7455 to request a copy of this research.
Refer 1o important disclosures on page 8 to 9. Analyst Certification on page 7.
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iQprofile” Discovery Holding Co-A
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Company Description

(US$ Millions) 2005A 2006A 2007E 2008E 2009E Discovery Hokding Company is 2 halding company for its
Return on Gapital Employed 0% -25% D% 2% 0D.2% wholy-twned subsidiary, Ascenl Mudia Group, Inc., and
Return on Equity 06% -1.0% 23% 20% 3.6% 50%-owned Discovery Commuricalions, Inc.
Operating Margin 0.3% -16.8% -1.8% 18% -1.5%
Free Cash Flow {5) (10 2 16 18
Stock Data B
Average Dally Volume 225154
B iQurerhod - Qualty of Earnings® e Brokers Covarad (FirsiCal) 8
(US$ Millions) 0054  2006A  2007E  2008E  2009E Shares / Common - Dual Listed 1.00
Cash Realization Ratio 3ix NM 0.5x 0.5x DAx
Asgot Replacement Ratio 1.2x 1.4x 06k 0.6x 06x
Tax Rate 84.1% NM 38.5% 40.0% 40.0%
Net Debt-to-Equity Ratio -5.5% 34% -3.9% -38% 4.0%
Interest Cover NA NA NA NA NA
Income Staternent Data (Dec) o N o
(US5 Millions) 2005A 2006A 2007E 2006E 2009E
Sales 645 688 e 737 159
% Change 10.0% 0.9% 4.1% 3.0% 310%
Gross Profit 249 23 251 265 273
% Change 0.9% 5.1% 5% 57% 3.0%
EBITDA T8 {47 66 66 68
% Change 19.2% NM NM 0.3% 30%
Nel Interest & Cther Income T4 13 186 243 ki
Net Income (Adjusted) 7 {46) 106 138 174
% Change 58.6% HM NM 29.6% 26.2%
Free Gash Flow Data (Dec) et e e e e R
{US$ Millions) 2005A 2006A 2007E 2008E 2009E
Net Income from Comt Operations (GAAP) i (48} 106 138 174
Depreciation & Amortization 76 6B B9 80 B0
Change in Working Capital 8 19 (12) 0 0
Deferred Taxation Change 50 42 66 92 116
Cther Adjusiments, Net {76 (18) {187 243 301)
Capital Expenditure {o1) 8 (1) {50} (50}
Free Cash Flow -5 -110 2 16 18
% Change NM NM NM 562.6% 122%
Balance Sheet Data (Dec) e
(US$ Milfions) 2005A 2006A 200TE 2008E 2009E
Cash & Equivalents 250 155 164 180 198
Trade Receivables 135 47 149 149 149
Dther Curent Assets 15 15 16 16 6
Property, Plant & Equipment 3275 KR 3.568 3785 4,060
Other Non-Current Assets 2184 2,144 2,10 210 2,144
Total Assets 5310 53871 6,041 6,274 6,568
Short-Term Debt 0 0 3} 0 0
Other Currant Liabikties )} 12 110 110 110
Long-Term Debt 0 0 0 0 0
Other Non-Cument Liabilities 1,154 1,200 1,275 1,371 1,400
Total Liabilities 1,204 1,32 1,385 1481 1,600
Total Equity 4,575 4,548 4,696 4,79 4,967
Totat Equity & Liabiiities 5819 581 6,041 6,274 6,568
* For full definitions of ime thod™ messures, see paga T
DHC.11D.0000088
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